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Review of the Industrial Situation 


For some time prior to the Supreme Court decision in- 
validating the NRA opponents of the law claimed that re- 
covery could be attained only by doing away with all regu- 
lation of business. This was considered necessary to the 
revival of “business confidence.” On the other hand there 
were many business men who wanted to continue the NRA. 
They were generally found in industries to which the NRA 
had been a godsend as a means of eliminating ruthless com- 
petition through exploitation of labor or to industries 
which gained added power through the NRA to control 
production and fix prices. 


Tue NRA DEBACLE 


On May 27 the Supreme Court rendered a decision in 
the Schechter case which not only rejoiced the opponents 
of the NRA but which revealed the real limitations of the 
power of the federal government to deal with national 
economic problems. The decision centered on two points: 
(1) the extent to which Congress had delegated power to 
the President and (2) the inability of Congress to regulate 
intrastate commerce. Many people had hoped that by a 
liberal interpretation of emergency powers and of the com- 
merce clause the court would justify centralized control in 
the interest of recovery and amplify the power of the fed- 
eral government sufficiently to support regulations in the 
codes affecting intrastate commerce. Instead the court did 
neither, but by a unanimous decision, it defined the con- 
stitutional limitations of the federal system in accordance 
with the doctrine of the separation of powers and the dual 
sovereignty of the federal and state governments which 
pervade the Constitution. 

On the first point the court commented that Congress 
had delegated legislative and judicial powers to the Presi- 
dent and the agencies which he might set up without defin- 
ing standards under which they should operate and with- 
out subjecting their operations to judicial review. The 
court declared that “Congress cannot delegate legislative 
power to the President to exercise an unfettered discretion 
to make whatever laws he thinks may be needed or ad- 
visable for the rehabilitation and expansion of trade or 
industry.” Nor can Congress “delegate its legislative 
authority to trade or industrial associations or groups so 
as to empower them to enact the laws they deem to be wise 
and beneficent for the rehabilitation and expansion of their 
trade or industries.” 

Representatives of the various industries had been al- 
owed to present codes for the approval of the President 
which not only regulated wages, hours, and trade practices 
but permitted code authorities to fix prices and control 
production. The effect of this was, as has been pointed 


out, to confer “the sovereign power of the people upon 
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private employers, who are never elected, whose chief pur- 
pose is to seek their own gain, who are not politically 
responsible, who cannot be removed from office or checked 
in any way,” except as the President and his agencies could 
exercise real supervision over them. The President could 
also establish codes for industries which did not cooperate 
with government in formulating them. 

On the second point the court declared that, although the 
power of Congress to regulate interstate commerce extends 
not only to transactions which are part of interstate com- 
merce but to others which protect it “from injury,” in 
other words to indirect as well as direct regulations, the 
regulation of “hours and wages have no direct relation to 
interstate commerce.” The government had argued that 
wages and hours affect prices, that Schechter by refusing 
to comply with minimum wage and maximum hour regula- 
tions obtained a competitive advantage, and that the cutting 
of prices brings about a demoralization of the price struc- 
ture which affects interstate as well as intrastate commerce. 
Nevertheless, the court concluded that if the federal gov- 
ernment could regulate labor costs it could regulate other 
costs affecting intrastate commerce and that this is “not a 
valid exercise of federal power.” 

The government also argued that a better distribution of 
purchasing power by maintaining and increasing wages 
would provide the necessary stimulus for expanding com- 
mercial activity. The court, however, “without in any 
way disparaging this motive,” declared that “the recupera- 
tive efforts of the federal government must be made in a 
manner consistent with the authority granted by the Con- 
stitution.” 

REACTION TO THE DECISION 


Many of the opponents of the NRA were delighted with 
the decision but some who rejoiced began to demand that 
the President at once salvage the admitted benefits of the 
law pertaining to wages, hours, and child labor. Many 
leaders of business organizations which had opposed the 
law sent out appeals to their members for voluntary con- 
formity to the code provisions. Such action was taken also 
by leaders in industries which had wanted the Recovery 
Act continued as well as by the NRA administrator. Many 
large buyers announced that they would insist on sellers 
providing assurance that wage, hours, and child labor 
standards were being maintained. 

However, it soon became evident that many employers 
were cutting wages, increasing hours and reducing prices, 
as skeptical observers had declared they would under any 
voluntary scheme of maintaining standards. In fact this 
process had been going on for some time when the codes 
were in effect and constituted the chief problem of ad- 
ministering them. The American Federation of Labor has 


1The New Republic, June 12, 1935, p. 117. 
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announced that reports from all parts of the country 
indicate that employers are making drastic changes in 
wages, hours, and employment and the government 
through the Bureau of Internal Revenue has begun a 
check on the extent of changes in code standards. 

Organized labor was greatly displeased with the de- 
cision and demanded new legislation which would preserve 
minimum wages, maximum hours and child labor stand- 
ards. The A. F. of L. has some hope that this can be done 
through federal licensing of corporations doing an inter- 
state business. Labor leaders, as well as many other people, 
insist that adequate labor standards and social security 
measures cannot be made effective through the state gov- 
ernments, any one of which is handicapped by other states 
which have low standards, Furthermore, the A. F. of L. 
insists that the employers under a laissez faire regime can- 
not be relied upon to put the 11 millions of unemployed to 
work and that, if the Constitution cannot be interpreted 
so as to permit the federal government to cope with 
economic conditions, it should be amended. The Federa- 
tion favors the child labor amendment and has aggressively 
backed the Wagner bill providing for a national labor 
board and for protection of the workers in their right to 
organize and bargain collectively. It is seeking the enact- 
ment of the 30-hour week bill and the Guffey bill which 
would regulate the coal industry and give labor an im- 
proved status in collective bargaining. Obviously, all such 
legislation must meet the test of constitutionality, unless 
amendments are made to the Constitution. 

Demands for constitutional amendments also came from 
many other sources as a result of the NRA decision. Sen- 
ator Norris pointed out that this is the only civilized coun- 
try in the world in which a law passed by the legislature 
and approved by the executive can be overruled by a 
supreme court and he favored an amendment forbidding 
the Supreme Court to declare laws unconstitutional. 

In the opinion of some the decision has created a gap in 
government control where neither the states nor the federal 
government can deal with organizations and economic con- 
ditions that are national in scope. From this point of view 
the practical effect of the decision is to leave the power 
over the economic system in the hands of big business and 
finance for further elaboration as wealth and income con- 

‘tinue to concentrate. 


Tue NRA—HE tp or HINDRANCE? 

Whether the NRA has been a help or a hindrance to 
recovery is a question that cannot be decided merely by 
comparing indexes. Under the NRA definite improve- 
ments took place but this does not prove that greater re- 
covery would not have occurred if the NRA had not been 
in effect or if other methods had been used to encourage 
recovery. 

The theory underlying the NRA was that if employers 
universally established minimum wages (in order to stop 
wage cutting as a means to lowering prices), maximum 
hours, and gave more employment, the result would be a 
greater distribution of purchasing power and a better 
market for industrial products. Furthermore, employers 
were urged to hold down prices and profit margins as much 


as possible in order to encourage a larger volume of pro- . 


duction and of employment. Under these circumstances, 
it was suggested, they might make better profits than they 
had done by a continuous process of cutting wages and lay- 
ing off workers. 

It is now known that from 1926 to 1933 many of the 
most important employers pursued a policy of reducing 
wages and decreasing production rather than cut their 
prices.?, The establishment of codes strengthened their 


2“TIndustrial Prices and their Relative Inflexibility,” 74th Congress, 
1st Session, Senate Document No. 13. 


power to continue this policy and to raise their prices dis- 
proportionately to the added costs incurred by agreeing to 
minimum wages and maximum hours. The NRA not only 
failed to provide any means of checking disproportionate 
increases in prices but had no means of dealing with the 
relationship of prices in the various industries in a way to 
control and readjust the whole price structure. 
Nevertheless, various indexes show that considerable im- 
provement took place. In manufacturing industries from 
March, 1933, to February, 1935, production increased 49 
per cent, the number of wage earners employed 33 per 
cent, total man-hours worked 26 per cent, total wage dis- 
bursements 72 per cent, average earnings per wage earner 
29 per cent, average hourly wages 37 per cent, and average 
number of working hours per week per person decreased 
five per cent. That employers prospered also is indicated 
by the fact that the average selling price of products in- 
creased 24 per cent and gross income 85 per cent. 
Although average hours worked decreased, the average 
output per wage earner increased 12 per cent and the 
average output per man-hour increased 18 per cent.* 


These data give some indication of the situation a 
short time before the NRA was invalidated. To discover 
the effects of the NRA on these developments comparisons 
must be made between the pre-code period extending from 
February to July, 1933, and the code period extending 
from July, 1933, to February, 1935. During the pre-code 
period the employers took advantage of their opportunity 
to produce inventories in anticipation of rising prices. The 
volume of production increased 57 per cent, a point which 
has not been reached since. Although prices rose only 
nine per cent, gross income increased 71 per cent. The 
number of wage earners increased 15 per cent but the total 
man-hours worked increased 31 per cent, the average num- 
ber of working hours per week per person increased 14 per 
cent, the average output per wage earner increased 37 
per cent and the average output per man-hour increased 20 
per cent. Total wage disbursements increased 27 per cent, 
average earnings per wage earner increased ten per cent, 
but average hourly wages decreased three per cent. This 
points to the fact that wage earners received more by 
working more hours although hourly wage rates decreased. 
As a result of the increased output per wage earner and 
per man-hour the average labor cost per unit of product 
decreased 19 per cent. 

The results during the pre-code period were typical of 
what happens under the traditional method of recovery. 
Prices permit the absorption of an increasing volume of 
production, more people receive employment at the same 
or lower hourly wage rates, longer hours are worked and 
total wages increase, unit labor costs decrease, and employ- 
ers obtain greater gross income and profits even though 
prices rise only moderately. As long as employers can 
make profits they will continue to produce until rising 
prices and maldistribution of income decrease or destroy 
the market. 


During the code period (as compared with the pre-code 
spirit above described) production decreased five per cent 
but prices increased 14 per cent and gross income increased 
eight per cent. This result was obtained notwithstanding 
the fact that unit labor costs increased 42 per cent. Labor 
costs were increased by the widespread inauguration of 
minimum wages as well as by an increase of 41 per cent in 
average hourly wages and a decrease of 17 per cent in aver- 
age weekly working hours per person. The decrease in the 
volume of production also contributed to an increase in 


8Frederick C. Mills, “Aspects of Manufacturing Operations duri 


Recovery,” National Bureau. of Economic Research Bulletin 


May 10, 1935. 
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unit labor costs as well as to an increase in overhead costs, 
a combination which would also reduce profits. The aver- 
age output per wage earner decreased 18 per cent and the 
average output per man-hour decreased one per cent. 

The number of wage earners employed increased 16 per 
cent but the total employment represented in man hours 
decreased four per cent. The increase in the number of 
wage earners and an increase of 41 per cent in average 
hourly wages brought an increase of 35 per cent in total 
wage disbursements. 

Thus for those who were fortunate enough to have jobs 
the NRA increased their purchasing power for fewer 
hours of work. But labor costs and other costs were nar- 
rowing the employers’ margin. The employers also con- 
tributed to this result by increasing prices too fast which 
doubtless played an important part in reducing the volume 
of production. In this connection they were aided by code 
regulations permitting limitation of production and price 
control. This combination of factors was conducive to a 
retardation in recovery. Continued recovery can come 
only by increasing production, lowering costs, holding 
down prices, giving more people work, and distributing 
enough purchasing power among the workers so that the 
demand for goods can increase. 


Tue AFTERMATH OF THE NRA 

How far wage cutting, longer hours, child labor and 
price cutting will be conducive to a recession in business 
remains to be seen. The general economic conditions are 
considerably improved over March, 1933. Business men 
have a free opportunity to put into effect traditional meth- 
ods of recovery now that an upturn has been started. 

A skeleton of the NRA organization will be maintained 
to check on what industry does about wages, hours, and 
prices. It is difficult to see how this information can be 
used to protect labor standards, except where the govern- 
ment itself can refuse to buy from or contract with con- 
cerns that do not pay fair wages and permit collective bar- 
gaining. 

A resolution passed by Congress permits industries to 
make voluntary agreements among the employers and with 
the President about wages, hours and fair trade practices, 
as defined by existing law, and receive exemption from 
prosecution under the antitrust laws. This may have some 
favorable effect in highly competitive industries, although 
it is difficult to see how wage and price cutters could be 
held in check. In industries such as steel, cement or auto- 
mobiles, where important concerns are in a position to 
make administrative prices, freedom from prosecution 
under the antitrust laws is not likely to be much of an 
inducement to maintain wages and hours. Their general 
policy has been to cut production and maintain prices. 


Review of the Agricultural Situation 


_ The agricultural situation has been marked by: (1) an 
increasing farm population ; (2) considerable improvement 
in the income and the purchasing power of the farmers’ 
products ; (3) the refinancing of a huge part of the farm 
debt ; (4) the removal of all farm surpluses except that of 
cotton; (5) considerable public attention to the critical 
state of affairs in the southern states dependent on cotton ; 
(6) important developments in the government adjustment 
program. 
A New Hica ror Farm Poputation 

For the fifth successive year, the farm population made 
anet gain during 1934, according to the annual estimates 
Prepared by the Division of Farm Population and Rural 
Life of the United States Department of Agriculture. 

ese estimates have been made for fifteen years, on the 
basis of data from local reporters, and have been checked 
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against the censuses. The data for 1934, published in 
May, 1935, indicate that more people are living on the 
farms of the nation than ever before in our history. The 
trends for 1930-34 inclusive reverse the declines which 
took place between 1910 and 1930. 

During 1934, it is reported, a net gain of 270,000 persons 
brought the estimated total of residents on farms to 
32,779,000 persons. The total gain was arrived at after 
taking account of movements from and to the farms, and 
then adding the estimated excess of births over deaths. 
(The birth rate of families living on farms has recently 
been estimated to be twice that of cities of over 100,000 
population in the United States.) Thus the pressure of 
rural population upon urban, and vice versa, continues to 
be an important social factor in the United States. Pre- 
liminary data for a few states and many scattered coun- 
ties in the 1935 farm census show remarkable increases in 
the number of farms, as compared with the 1930 census. 

INCOME AND PURCHASING PowER IMPROVED 

The gross income from farm production, including both 
gross cash income and the “farm value” of products re- 
tained for consumption, amounted to between eleven and 
twelve billion dollars annually during the period 1923 to 
1929, inclusive. The situation since then is revealed in the 
following table presenting totals given in reports of the 


Bureau of Agricultural Economics, United States Depart- 
ment of Agriculture: 


Gross INCOME FROM FARM PRODUCTION 


Year A 
1930 
1931 6,968,000,000 
1932 5,331,000,000 
1933 6,256,000,000 
1934* 000, 

* Preliminary 


About 10 per cent of the cash income for 1934 was ac- 
counted for by governmental benefits, rental payments, 
drought relief, etc. 

Purchasing power has also improved. The index prob- 
ably most widely used of purchasing power of farm prod- 
ucts is that published monthly by the Bureau of Agricul- 
tural Economics in its ceriodignl The Agricultural Situa- 
tion. (Unfortunately the existence of this index seems to 
be unknown to many persons who make public proclama- 
tions about trends in agriculture.) In technical terms, this 
index is arrived at by comparing “prices received” by 
farmers with “prices paid” by farmers. This is a very 
practical matter for all farmers. Their interest in these 
two sets of prices is like that of the industrial worker or 
the professional person in both the rate of compensation 
for services and the prices of the goods and services which 
they must buy. Farmers are interested in “real income,” 
just as industrial workers are concerned about “real 
wages.” In the years 1912-14 the index stood at 100, the 
“parity” for which the farm population has appealed so 
often during recent years. Since 1929, the index of pur- 
chasing power has varied as follows: 


Ratio or Farm Prices ReceEivep to Prices Paw 


Year Index 
1929 95 
1930 87 
1931 70 
1932 61 
1933 

1934 73 
1935 January 85 
1935 February 87 
1935 March 85 
1935 April 87* 
1935 May 84* 
* Preliminary 
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This situation has apparently come about as a result of 
several factors: the great drought of 1934; the Agricul- 
tural Adjustment program ; devaluation of the dollar ; im- 
provement of purchasing power among certain urban 
groups. For some years, the volume of industrial payrolls 
and the gross cash income of agriculture have generally 
followed the same trend. There have been slight short- 
ages of feed for animals, which have been relieved by im- 
ports. Weather conditions for 1935 thus far represent 
marked improvement over 1934, although in certain areas 
the “water level” is still very low and a critical situation 
remains. 

The Agricultural Adjustment Act has been discussed at 
various times in these pages (see INFORMATION SERVICE 
for January 5, 1935; November 10, 1934; September 1, 
1934; April 21, 1934; March 3, 1934; January 6, 1934; 
October 21, 1933 ; September 9, 1933; April 8, 1933). We 
can only record here certain major developments during 
1934-35. In general it may be said that the year 1935 has 
been marked by an easing of the terms of crop control pro- 
grams, and that farmers by referenda have recorded over- 
whelming approval of the experiment. In the case of the 
wheat referendum, just concluded, ‘“non-cooperators” as 
well as persons who had previously signed contracts were 
asked to vote. One simple question was put before pro- 
ducers nf wheat: “Do you favor continuing a wheat pro- 
duction adjustment program to follow the present one, 
which expires with the 1935 crop?” Eighty-nine per cent 
of the “contract signers,” and 72.5 per cent of those who 
had not made agreements to control production answered 
“Yes.” The Secretary of Agriculture, under the terms of 
the rigid Bankhead Act, is permitting a cotton crop for 
1935 of 2,000,000 bales in excess of that of 1934, in spite 
of the fact that cotton is the only commodity of which the 
nation still has a very large supply. (The equivalent of 
about one year’s exports and domestic consumption is now 
in storage.) 

Consumer interest in the AAA is at its height, however, 
as “parity” is nearly attained. Sharp increases in farm 
prices during 1935, as compared with the low levels of 1932 
and 1933, are resulting in renewed inquiry and agita- 
tion about “the spread” between farm and retail prices. 
The most extensive information as to what has really hap- 
pened recently, as compared with 1929 and prewar years, 
seems to be that contained in The Agricultural Situation 

(Washington) for April, 1935. An article by Frederick 
V. Waugh on “The Farmer’s Share of the Consumer’s 
Food Dollar,” records price spreads for 10 of the most 
important foods—beef, pork, hens, eggs, milk, butter, 
cheese, potatoes, flour and bread. The following table 
presents concisely the information gathered: 


FARM AND RetaiL VALUES OF 10 Foops 
February 
1913 1929 1932 1935 
cents cents cents cents 
Share of consumer’s 
dollar received 
by farmers 56.5 50.1 34.9 45.6 
Share of consumer’s 
dollar going for 
transportation 
processing and 


marketing 43.5 49.9 65.1 54.4 
100.0 100.0 100.0 100.0 


It will be readily seen that the cost of distribution is now 
relatively much higher than during the prewar period, and 
even higher than in 1929. 


THE SHARE CROPPER TO THE ForE 


The attempt of the administration to bring about a bet- 
ter adjustment of cotton production to a falling export 
market has been accompanied by many critical problems. 
The cotton marketing situation is now probably the most 
difficult faced by any group of farm producers. Cotton 
has for years been the largest export crop. Substitutes for 
cotton have been developed ; some of the most far-reaching 
discoveries have not yet been made commercially practica- 
ble. Large machines are displacing horse and man labor 
on many plantations. Exchange difficulties have restricted 
some already diminished markets, e.g., in trade with Ger- 
many. 

The crisis in southern agriculture centers on the planta- 
tion system. It has been estimated by Rupert B. Vance 
of the University of North Carolina that over 70 per cent 
of all farms in the South are worked by tenants of one 
form or another, that is, producers who turn over toa 
landlord a large part of the crops they raise. A committee 
consisting of W. W. Alexander, Charles S. Johnson and 
Edwin R. Embree has for the past year been studying the 
southern farm problem, with funds furnished by the 
Rosenwald Fund. It has given much publicity to facts 
previously known to students and specialists. Also, the 
agitation to organize a tenants’ union in Arkansas, what- 
ever other effect it may have had, served once more to 
dramatize the plight of a depressed group, which seems to 
have been largely unreached by the New Deal program. 
The aim of the program was that landlords were to en- 
deavor to maintain the same number of tenants as pre- 
viously. In other words, acreage and opportunity to cul- 
tivate land were to be shared. 


REFINANCING 


Without fanfare, and with much less publicity than 
that secured by other and less successful government 
agencies, the Farm Credit Administration has refinanced 
much of the farm debt. Total mortgage indebtedness— 
resting on about 40 per cent of the nation’s farms—has 
been estimated to be about $8,000,000,000. In addition 
there is a floating debt of about $4,000,000,000. Recently 
the Farm Credit Administration announced that between 
May, 1933, and May, 1935, the federal land banks had 
loaned a total of $1,680,000,000. The land banks were 
established in 1916, and in 1933 were made a part of the 
Farm Credit Administration. If the outstanding mort- 
gages as of May, 1935, are added, the total loans held by 
federal agencies are now valued at $2,660,632,000, or close 
to one third of the total farm mortgage debt of the country. 


Note: Copies of the 1935 Labor Sunday Message ate 
now ready for distribution. The Message deals with im- 
portant issues now before the country. A Litany for 
Labor Sunday is included. Copies may be obtained from 
the Federal Council of Churches. Price, four cents, $1.20 
per hundred, $6.60 per thousand. 
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